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Program. 

Rebase. The revision to the underlying assumptions on which the modeled rates
are 
calculated, including revisions to staffing ratios, pay structure,the composition of 
direct care staff, or other cost used in the formula for modelingthe rates. 
State-operated facility. An ICF/MR for which TDMHMRis the provider. 
Non-state operated facility.An ICFMR that is not under the direct control of 
TDMHMR. This includes both private providers and providers affiliated with the 
local public mental health and mental retardation center. 
Related Party. Two or more individualsor organizations constitute related parties 
whenever they are affiliatedor associated in a manner that entails some degree of 
legal control or practical influenceof one over the other. 
Transitional add-on. An additional amount addedto the small non-state operated 
facility rate for a consumerwho is admitted directlyfrom a large state-operated 
facility to a small non-state operated facilityon or after October 1,2001. The add-on 
will be paid for no more than six months from the effective date of the consumer's 
admission to the small non-state operated facility. 
Unallowable costs. Expensed that are not reasonable or necessary for the provision 
of ICF/MR services. 

111. AllowableandUnallowableCosts 

A. 	 General Principles. Allowableandunallowablecosts,bothdirectandindirect,identify 
expenses whichare reasonable and necessary to provide ICF/MR services andare consistent 
with federal and state laws and regulations. The primary determinantof allowability is 
whether or not the cost is consistent withthe criteria set forth inGAAP and federal circular 
OMB A-87, Attachment B. This circularis not comprehensive, and the failureto identify a 
particular cost does not necessarily mean that the costis an allowableor unallowable cost. 

B. Specifications for allowable and unallowable costs. The primary criteria of allowability is 
whether or not the cost meets the definitions A-87,mas set forth in the federal circular OMB 
Attachment B. Except where specific exceptionsare noted, the allowabilityof all costs is 
subject to the general principles in circular OMB A-87, AttachmentB. The following are 
exceptions, or elaborations, to circular OMBA-87, Attachment B: 
1. 	 Accounting and audit fees. Except for Schedule C or Partnership tax returns related 

to an ICF/MR provider, expenses for preparationof personal tax 
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(2) limited-.limited personal care and/or close supervisionis required to meet the 
consumer’s needs; 

(3) extensive-extensivepersonal care and/or constant supervisionis required to 
meet the consumer’s needs; 

(4) pervasive-total personal care or intense supervisionis required to meet the 
consumer’s needs; and 

( 5 )  pervasive plus-the consumer requires a constant daily staffing ratio of 1:1 on 
an average of 16 waking hoursper day. 

5 .  	 Uniformrates.Exceptfordemonstration or pilotprojects involving experimentalclasses, 
reimbursement ratesfor levels of needare uniform state wide for the same class of non-state 
operated facilities. 

6. 	 Transitional add-on. The add-on is a modeled proforma rate based on incremental staff 
needs to cover short term extraordinaryservices including nursing, psychologists and direct 
care staff. The transitional add-onrate includes provision for five ( 5 )  hours of nursing, ten 
(10) hours of psychologist, and twenty(20) hours of directcare workers each week. The 
hourly rate for nursing, psychologist and directcare workers is based on an average of actual 
sample data collected statewide forthe ICFMR program. Therate will be reviewed annually 
to determine if adjustments are appropriate. The transitional add-on will be paid for 180 
calendar days on a consumer-specificbasis to small non-stateoperated facilitiesthat admit a 
consumer directly from a large state-operated facilityon or after October 1,2001. The 
transitional add-on willbe paid inadditionto the standard daily rate for a consumer, 
including behavioralor medical increasesas described in V.B.4.(b) for 180 calendar days 
from the consumer’s effectivedate of admissionto the small non-state operated facility to 
assist the consumer inthe transition period. 

7. 	 Prospectiverates.Historicalcosts are analyzedbycomponentandadjustedbyinflationary 
indices to be prospective in nature with no annual settlement.The rate settingparameters or 
decisions within Each model rateare developed based onreasonableand adequatecosts 
which the state determines appropriateto provide services in an economic and efficient 
manner. 

8. 	 Medicalservicesanddurablemedicalequipmentcovered as ICF/MR services. 
Individuals that reside in non-state operated ICFMR facilitiesreceive medical and dental . 

services through the Medicaid identification card. Withthe exceptionof the durablemedical 
equipmentdescribed in subparagraphs (a)-(d) any medicalexpensesother than services 
covered elsewherein the State planare the responsibility of the ICF/MR provider. 
TDMHMR will payICFMR providers for the actual costof a consumer’sdurable medical 
equipment costs reimbursed through a voucher systemif: 
(a) the cost of the equipment exceeds $1000.00 
(b) the ICFMR provider receives prior approval fiom TDMHMR to purchase the 

equipment; 
(c) the ICFMR provider submits a voucher to TDMHMR for the cost of the equipment; 

and 
(d) the consumer is eligibleforMedicare 
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benefits, theICFMR provider has submitted a Medicare claim and received a 
response to the claim priorto requesting payment from TDMHMR. Payment 
by TDMHMRis limitedto $5,000.00 for durable medical equipment per 
consumer per year. Costs reimbursed throughthe voucher system are not 
used in setting the reimbursement rates for ICF/MR services. 

9. 	 Cost components. Medicaidrates are paid to non-stateoperated ICFMR providers 
as determinedby the processes outlinedinV.B.3.-V.B. 11. of Attachment 4.19-D 
(ICFMR). The modeled rates are basedon cost components appropriate foran 
economic and efficient ICF/MR provider of qualityservices as shown below. The 
determination of these componentsis based on historical costs; and financial, 
statistical, and operational information collected froma representative sample of 
ICF/MR providers. They represent the best judgmentof the State as to the reasonable 
and adequate reimbursement required to cover the costsof economic and efficient 
ICF/MR facilities. Included in the costs are: 
(a) Direct service costs, including salaries, wages and benefits for the appropriate 

level of direct care staffing for the levelof need. Direct care supervision 
salaries, wages and benefits and contracted direct care servicesare also 
included. 

(b) 	 Non-personnel operated expenses which include direct service staff travel and 
mileage costs, program related supplies, training costs, drugs and medical 
supplies, transportation equipment and related costs, durable medical 
equipment and other related costs. 

(c) Office and facility related expenses including housekeepinglinen andbedding 
supplies, maintenance supplies, contract maintenance and repairs, building 
and building equipment, rental / lease and depreciation, salaries and benefits for 
officefacility related personnel, land and leasehold improvement, 
depreciationamortization, mortgage interest, property taxes, property 
insurance, and utilities and telecommunications. 
(d)Administrationexpenseswhichincludesalariesandbenefitsfor 

administrative personnel such 
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as facility administrator, clerical support and central officestaff, 
management contract fees, professional service fees, contracted 
administrative staff, general liability insurance, interest expenseon 
working capital, allowable advertising, travel and seminars, dues and 
subscriptions, office supplies, centraloffice costs and otheroffice 
expenses. 

(e)Professionalconsultationexpensesincludingprofessionalcontracted 
services for non-direct care staff (e.g., Medical Director, consulting 
pharmacists). 

10. 	 Data analysis. For the initial model based rates, a representative sample 
determined by an independent consultant was chosen to include providers of 
different sizes, providers who serve individuals with different levelof care 
needs, and geographic areasof the state. Both public and private non-state 
operated providers were chosen. Cost, financial, statistical, and operational 
information was collected during thesite visits performedby an independent 
consultant. These data were collected from cost reports and the service 
providers' accounting systems. The same process will be used with the 
rebasing sample. The panel reviews and analyzes the fiscal year 1996 state 
wage data, the fiscal year 1994 cost data the fiscal year 1995 sample data 
from 17 ICF/MR service providers statewide. The base year is calendar year 
1997. The rate yearis each calendar year thereafter. 
(a) The level of need assessment criteria is used to identify ICF/MR 

consumers according to the levelof resources needed to care for them. 
HHSC uses the level of need criteria with available cost data to 
calculate ratesby Level of need and facilitysize (see section V.B.4. of 
Attachment 4.19-D). 

(b) 	 Allnon-stateoperatedICF/MR providers will berequiredtoprepare 
and submit annual Fiscal Accountability Cost Reports (direct Service 
wages, Benefits, contract service, and staffing information). The state 
will use this information to compare direct service cost to direct 
service reimbursement and to determineif rates needto be rebased 
more 
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fkequently. 
(c) 	 At least every four years, a more detailed analysis of current cost and 

operations information willbe preformed for a representative sample 
of non-state operated providers determined by an independent 
consultant. This data will plus the fiscal accountability reports will be 
analyzed by HHSC and reviewedby a panelof experts and the public. 
Recommendations will be madeto HHSC regarding any needed 
changes to rate factors in the model basedon this sample information. 

11. Annual adjustments. Annual rates for the time period between the years 
that modeled rates are rebased areset (at January1) by inflating the previous 
year’s direct cost rates, and other costs inflatedas a percentage of direct costs, 
by the IPD-PCEas defined in Section VI of Attachment 4.19-D(ICFMR). 
These rates are uniform by classof facility and client level of need category, 
determined prospectively, and adjusted annually. There is no cost settlement. 

12. Rebasing the Non-State Operated Modeled Rates. At least every three 
years, HHSC will rebase the non-state operated modeled rates using the 

following process: 

(a)HHSC-willseektoobtain an independentconsultant to conduct 


detailed analysisof cost and operational information for a 

representative sample ofICFMR providers throughout the state in 

accordance with Texas Government Code, Chapter 2254, which 

provides a state agency with the authority to contract with a private 

consultant. This representative sample willbe determined by the 

independent consultant. Comprehensive cost reports will be 

completed by all providers in the representative sample. All other 

providers will complete the direct service cost reports which will be 

used to ensure costs are covered that be incurred byan economic 

and efficient ICF/MR provider. 


(b) Site visits will be made to each of the sample providers to collect cost 
data and discuss operations. 

(c) An advisorypanelconsistingofICF/MR 
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DEPARTMENTOFHEALTH& HUMANSERVICES 
Centers for Medicare& MedicaidSeMces 

Calvin G Cline 
Associate Regional Administrator, Medicaid andState Operations 

1301Young Street,Room 827 
Dallas, Texas75202 

Phone(214) 76743301 
Fax (214) 7674270 

November 27,200 I 

Our reference: SPA-TX-01-12 

Ms. LindaK. Wertz, State Medicaid Director 

Texas Health and Human Services Commission 

Post Office Box 13247 

Austin, TX 78711 


Dear Ms. Wertz: 

We have reviewed the proposed amendment to your Medicaid State plan submitted under transmittal no. 

(TN) 01-12, including the revisions submitted on November 19, 2001. Effective October 1, 2001, this 

amendment revises the reimbursement methodology for ICF/MR services.This amendment provides for 

additional paymentsto cover the transition costs of small non-state operated ICF/MRs that admit patients 

directly fkom largestateoperatedICF/MRs. Small non-stateICF/MRswillreceivetheadditional 

payments for 180days after the admission of the patient. 


We conductedourreviewofyoursubmittalaccordingtothestatutoryrequirementsatsections 

1902(a)( 13)(A) and 1902(a)(30) of the Social Security Act and the implementing federal regulations at 42 

CFR 447 Subpart C. We have approved the amendment for incorporation into the official Texas State plan 

effective on October 1,2001. We have enclosed a copy of HCFA- 179,TN 01-12, dated November 27, 

200 1 ,  and the amended plan pages. 


If youhave any questions, please call Billy Bob Farrell at (2 14) 767-6449. 

Sincerely, 

Calvin G. Cline 

Associate Regional Administrator 

Division of Medicaid and State Operations 


Enclosures 

cc: Elliot CMSO,Weisman, PCPG 
Commerce Clearing House 
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